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Chapter 1
A fast-moving train: 
the property market

Part of the problem for would-be property investors is that the 
market can move very fast at times, and ‘current’ information 
dates quickly. Every quarter, newspapers all over Australia print 
median house prices, indicating which areas have gone up and by 
how much. (Median house prices will be explained in chapter 8.) 
But there’s so much more information that a buyer needs before 
they can feel confi dent enough to dip their toes into the property 
game, and several more factors need to be addressed. Factors 
such as: How do they know the ‘boom’ areas are genuine and 
it’s not too late to invest in them? Which properties should they 
target in these boom areas? When should they avoid these areas 
and concentrate on ‘sleeper’ suburbs? How do they know they’re 
paying the right price? These are the issues that keep potential 
property buyers awake at night and often scare them off making 
their fi rst property purchase. As a result, they sit on the fence and 
do nothing.

Why property?
The great thing about property is that it is tangible. You can 
see and touch it. Plus, property investing is something you can 
manage yourself. Of course, you will need help with the legal 
and fi nancial aspects, but it’s a form of investing that many 
people feel comfortable with because property is familiar.
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Easy fi nance and relatively cheap loans have made property 
investing available to everyone. People are now better placed to buy 
their fi rst home as well as build up a multiple-property portfolio. 
Up until the 1990s, it simply wasn’t possible for most people to be 
able to obtain fi nance to a buy a second or third property for the 
sole reason of making money. People had holiday houses, but most 
people wouldn’t have considered setting themselves up in this way. 
It just wasn’t done.

Today, people want to invest. We all know about investing but, 
up until recent times, most people tended to leave all their 
investment decisions to their fi nancial planner because they 
knew very little about managing superannuation or other funds-
management strategies. Many people see shares as a risky way to 
invest because they don’t understand the markets and are scared 
off by news about dramatic market drops that get beaten up in 
the media.

So that leaves property.

There is a certain amount of intuition that we all have about 
buying property, which may come simply from living in houses, 
renting, hearing stories or reading newspapers; or it may come 
from previous experience in buying homes. It is obvious to most of 
us that a beachfront mansion is going to cost a lot more than a small 
outer-suburban unit, and we know that a well-presented property 
in a good location is going to attract more rent than a dump in the 
boondocks. But there is so much more to it than this — of course 
there is, otherwise everyone would be a property mogul! There’s 
market knowledge, there’s drive and there’s a certain amount of 
guts. Because, let’s face it, the decision to make a half-a-million-
dollar purchase is not one that most of us would make every day. It’s 
the fear of taking on signifi cant debt that scares most people away 
from buying property.
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Fear cripples would-be investors
In my experience, fear stems from a number of things: 

• the idea that all debt is ‘bad’ (an idea often handed down from 
our parents)

• not being confi dent about being able to spot the properties 
that will make the best investments

Shares or property?
This is the question that incites the most debate between investors, 
and one that ultimately comes down to a case of personal preference. 
I prefer property because you can see and touch it. I like knowing that 
I can add value to my investment by managing it in the right way. With 
shares, there is really nothing you can do to infl uence whether their 
value will go up or down.

A 2011 study by Dr Ashton de Silva and Professor Gavin Wood, 
published by RMIT University in Melbourne, measured the typical 
rates of capital appreciation accruing to homeowners and rental 
investors across 108 segments of the Melbourne housing market. 
These rates of capital growth were compared with that gained from a 
balanced portfolio of Australian shares, as measured by movements 
in the Australian All Ordinaries index.

The housing capital growth estimates used in the study came from 
a sample of more than 500 000 repeat sales of houses between 
1990 and 2010, a 20-year period that included the 1991 recession, 
the Asian fi nancial crisis, the 2001 recession and the recent global 
fi nancial crisis. 

The study showed that the quarter-on-quarter percentage increase 
for property was 1.6 per cent compared with a 1.3 per cent 
increase for shares.

While this is just one study, it does provide some weight to the 
argument of investing in property over shares. Not only were the 
returns for property in the study greater, but they were also subject 
to less volatility.
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• not feeling comfortable that the price is right

• concern about making a mistake that could cost tens of 
thousands of dollars.

Negativity feeds on negativity. If you start with a negative outlook, 
sometimes it’s diffi cult to get past it. Successful people do things 
that unsuccessful people are not prepared to do. 

The mind is a powerful thing. If you think you’ll never make a lot 
of money in your lifetime, you probably won’t. If you think you 
will make a lot of money, and you set about achieving it, chances 
are that you will achieve it.

Property investing is not for everyone, but anyone can do it. It 
doesn’t take a six-fi gure income and it doesn’t take the unlocking 
of some mystical vault that holds all the secrets to success. It just 
takes a willingness to learn and the nerve to take on some good debt. 

Good debt is the kind that will allow you to make more money. Bad 
debt is the kind that you can’t derive any monetary benefi t from, 
such as the purchase of a car. Cars, unless they are bona fi de classics, 
will always depreciate. You’re not likely to buy a new lounge suite 
and sell it in 10 years’ time for a profi t, either. Well-chosen property, 
on the other hand, will always appreciate. It always has and it always 
will. As they say, you can’t make more land. Land close to a CBD or 
water is precious because there will never be any more of it.

Strategic investing
There are lots of different strategies for investing in property. I’ve 
found that most people tend to stick to the strategy they feel most 
comfortable with or the one that has given them the most success. But 
of all the different strategies available, there are basically two in terms 
of fi nancial set-up: cash-fl ow positive properties, where the income 
from the property (rent and tax benefi ts) outstrips the cost of owning 
the property (mortgage repayments and holding costs such as property 
management fees and maintenance); and capital-growth properties, 
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which are properties that will increase in value the fastest. The argument 
against capital-growth properties is that there are costs associated with 
maintaining them — that keeping them has a detrimental impact on 
your hip pocket, which many people can’t afford.

I prefer capital-growth properties, and tables 1.1 and 1.2 (overleaf) 
show why.

Table 1.1 shows that a property that increases in rent by 10 per cent 
a year, with 5 per cent capital growth per year, will be worth about 
$1.3 million after 20 years.

Table 1.1: 5 per cent capital growth versus 10 per cent rental growth per annum

5% capital 
growth p.a. Property value

10% rental 
growth p.a.

Year 0 $500 000

Year 1 $25 000 $525 000 $50 000

Year 5 $30 388 $638 141 $60 775

Year 10 $38 783 $814 447 $77 566

Year 15 $49 498 $1 039 649 $98 997

Year 20 $63 174 $1 326 649 $126 348

20-year total 
growth

$826 649 $1 653 298

Let’s look at what would happen if we fl ipped the scenario around — 
if you achieved 10 per cent capital growth and a 5 per cent yearly 
increase on rental income over 20 years (see table 1.2, overleaf). 

After 20 years, our $500 000 property is worth more than 
$3 million and our rental income is around $150 000. What does 
that tell you about the fi rst scenario? No-one would argue the fact 
that the result achieved in the second scenario is obviously better 
in the long run — but is it realistic? It is. And it all comes down to 
compounding capital growth.
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But what if I can’t afford the repayments? I hear you ask. The 
answer is: you can! Without going into too much detail about loan 
set-up, in my fi rst book, Property Rich, my co-author and I detailed 
the mechanics of the ‘kitty loan’, the principle of which comes 
down to borrowing the shortfall between what you achieve in 
rental income and what you pay out in loan repayments. You can 
set up an extra loan with your lender that you can draw on to a 
maximum amount to cover the shortfall. Check out Property Rich 
(Wrightbooks 2011) for a full explanation.

But let’s get back to the capital-growth strategy.

The strategy I’m proposing works like this: investing in capital-
growth properties means the value of your property portfolio 
will increase in value more quickly. You can then leverage off this 
equity, borrow more money from the bank, and accumulate more 
astutely selected properties.

Some say this strategy is suited only to investors who have time up 
their sleeves to wait for the properties to increase and build their 

Table 1.2: 10 per cent capital growth versus 5 per cent rental growth per annum

10% capital 
growth p.a. Property value

5% rental 
growth p.a.

Year 0 $500 000

Year 1 $50 000 $550 000 $25 000

Year 5 $73 205 $805 255 $36 603

Year 10 $117 897 $1 296 871 $58 949

Year 15 $189 875 $2 088 624 $94 937

Year 20 $305 795 $3 363 750 $152 898

20-year total 
growth

$2 863 750 $1 431 875
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portfolios, and who have income to cover the shortfall. I think it’s 
a strategy that is suited to all investors.

Real wealth from property is not created through rental income 
along the way; it comes about by building your portfolio through 
leveraging off the increasing equity you amass in each property as 
your portfolio grows. The ‘wealth’ is realised when you can live 
an enviable lifestyle in retirement through selling the properties 
for more that you bought them when the time comes.

Capital growth compounds, which means that growth is not 
calculated solely on the original purchase price but on the 
cumulative growth that occurs every year. So, for a well-selected 
$600 000 investment property that grows in value by 10 per cent 
every year, it will be worth $660 000 in year 2, $726 000 in year 3, 
$798 600 in year 4 and so on. Pretty soon you will have doubled 
the value of your investment and created more equity on which to 
borrow more and buy more.

Buy and hold properties
This book is targeted primarily at property investors (whether 
they are seasoned investors or fi rst home buyers), not traders. To 
me, property traders are people who buy properties, do a quick 
renovation, and then ‘fl ip’ them to make a fast buck. There’s nothing 
wrong with that — plenty of people make a good living out of 
it — but this book is targeted at the long-term investor and the 
properties I will steer you towards are suited mainly to long-term 
gains, often referred to as ‘buy and hold’ properties.

As I’ve said, property always increases in value over the long term. 
There may be recessions, dips in the market and global fi nancial 
crises, but property always goes up. How much it rises depends 
on how smartly you buy. The increase in value of capital-growth 
properties works on the same principle as compound interest.

Compound interest is interest calculated on the principal amount 
you originally invest, which is added to the principal amount, and 
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Table 1.3: compounding interest principle applied to a $500 000 property over 
30 years

 Property value
8% annual 
increase End-of-year value

Year 1 $500 000 $40 000 $540 000

Year 2 $540 000 $43 200 $583 200

Year 3 $583 200 $46 656 $629 856

Year 4 $629 856 $50 388 $680 244

Year 5 $680 244 $54 420 $734 664

Year 6 $734 664 $58 773 $793 437

Year 7 $793 437 $63 475 $856 912

Year 8 $856 912 $68 553 $925 465

Year 9 $925 465 $74 037 $999 502

compounded again. So, in the fi rst year of your investment you 
earn interest on what you invested. The next year you earn interest 
on both your original capital and the interest from the fi rst year. 
Then, in the third year, you earn interest on your capital and the 
fi rst two years’ interest. It works like a snowball rolling down a hill. 
As your investment dollars roll down the hill they get bigger and 
bigger. And the beauty is, even if the snowball starts off small, it will 
still grow over time.

This is true of the property market. Each year, your property will 
increase in value between 7 and 10 per cent (depending on where 
you are at in the property cycle and how well you have chosen the 
property). That increase will not only be on the original purchase 
price; it will compound based on adding the 7 to 10 per cent to 
the value every year. In table 1.3 we’ll do the maths on a $500 000 
property that increases by a modest 8 per cent every year.
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Year 10 $999 502 $79 960 $1 079 462

Year 11 $1 079 462 $86 357 $1 165 819

Year 12 $1 165 819 $93 266 $1 259 085

Year 13 $1 259 085 $100 727 $1 359 812

Year 14 $1 359 812 $108 785 $1 468 597

Year 15 $1 468 597 $117 488 $1 586 085

Year 16 $1 586 085 $126 887 $1 712 971

Year 17 $1 712 971 $137 038 $1 850 009

Year 18 $1 850 009 $148 001 $1 998 010

Year 19 $1 998 010 $159 841 $2 157 851

Year 20 $2 157 851 $172 628 $2 330 479

Year 21 $2 330 479 $186 438 $2 516 917

Year 22 $2 516 917 $201 353 $2 718 270

Year 23 $2 718 270 $217 462 $2 935 732

Year 24 $2 935 732 $234 859 $3 170 590

Year 25 $3 170 590 $253 647 $3 424 238

Year 26 $3 424 238 $273 939 $3 698 177

Year 27 $3 698 177 $295 854 $3 994 031

Year 28 $3 994 031 $319 522 $4 313 553

Year 29 $4 313 553 $345 084 $4 658 637

Year 30 $4 658 637 $372 691 $5 031 328
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As you can see in table 1.3, a $500 000 property can become a 
$5 million property over 30 years.

The other important factor that table 1.3 highlights is that 
the more you spend on the property to begin with (assuming 
you only spend what the property is worth!), the more your 
investment will grow in dollar terms. So, using the numbers in 
table 1.3, if you bought a property for about $800 000 (shown at 
around year 7), it would only take you about 23 years to reach 
that $5 million mark. And, when you multiply that across a few 
properties, the numbers, obviously, only get bigger. And you 
become wealthy faster!

My tip

Perform regular ‘health checks’ on your properties to ensure that they 
are well maintained and attracting the maximum rental income.

Buying property under this strategy, you will most likely be 
paying more in mortgage repayments that you will be receiving 
in rental income (although this is alleviated through the kitty 
loan system, outlined in Property Rich). However, the property 
will eventually become cash-fl ow positive, meaning that even 
if you borrowed more than 100 per cent of the purchase price 
and only paid the interest on your loan, the rent will go up and 
up over time, and eventually take over your repayments. As you 
build up a portfolio of properties, the value of these properties 
combined will allow you to borrow more money to fund the 
next one.

Don’t be fooled — it’s hard work!
Buying and holding property, in essence, means you buy well and 
then sit on it. But that doesn’t mean there’s nothing left to do. It’s 
important that you stay on top of your property manager, ensuring 
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you always attract good-quality tenants and that you achieve the 
maximum rent possible. It also means maintaining your asset so it can 
continue to attract those quality tenants and that maximum rental 
income for the life of the investment. Maintaining the property 
well will also ensure that its value continues to soar — which is very 
important not just for your long-term gains but also so the bank 
will value it highly when you are looking to borrow more money 
to buy the next property.

I usually advise clients to avoid buying and selling to try to make 
more money in the short term — what you will gain you will lose 
again in transaction costs, time and energy. Let the properties work 
for you over time. Then, when you’re ready to retire, reassess your 
portfolio to ensure you have enough money to live the retirement 
you planned for.

Although I say that anyone can invest in property, don’t be under 
any misconceptions that it is easy. Being a successful property 
investor takes time and commitment to learning.

Successful investors devote a lot of time in the beginning to get 
to know their target market. They research carefully. After a while 
it becomes easier. Things take less time, and you can add or drop 
properties from your research list quickly so you don’t waste time 
looking at properties that don’t match your criteria.

Many investors buy, hold and hope. The techniques you’ll learn 
in this book for buying the right property at the right price will 
take the ‘hope factor’ out of the equation. Chosen well, property 
is always going to appreciate (have I mentioned that already?); by 
how much it appreciates depends on the choices you make along 
the way. Those choices are sound investment decisions based on 
research and good negotiation skills.

Of all the buying strategies, buying and holding long-term growth 
properties is the most passive and the least time- and energy-
consuming. And it will make you the most money. This book will 
teach you how to do it. And still sleep at night.
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Key points from chapter 1

• Well-chosen properties will always appreciate over time.

• Capital-growth properties are a solid type of investment.

• Not all debt is bad — don’t be crippled by fear.
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